
If you own High Yield Bonds, you do! 

Consider the Source 

Junk Bonds and High Yield Bonds mean 

exactly the same thing.   

 

Funny, then, that Crain’s Chicago Business 

typically refers to Chicago’s bond rating 

downgrade to junk status while bonds being 

touted as investments are referred to as 

High Yield. 

 

Junk Bonds and High Yield Bonds refer to 

the exact same type of bonds.  They are 

defined as “below investment grade” bonds 

(with a bond rating lower than BBB) with a 

significant risk of default.  Because the 

bond issuer (be it a municipality or 

company) lacks the financial strength to be 

rated “investment grade,” it must pay a 

higher rate of interest in order to 

compensate the investor for the additional 

default risk. 
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Got Junk (bonds)? 

Winiecki Wealth Management is 

an independent, fiduciary 

investment and planning firm.  

We favor no fund company over 

another.  We strive to provide 

our readers helpful, timely 

information based on quality, 

regardless who provides that 

information. 



Back in the day, everyone referred to 

below investment-grade bonds as 

junk.  Michael Milken was named the 

Junk Bond King and went to jail for 

misleading investors about the risks 

of these types of bonds. 

 

After that, Wall Street needed a new 

marketing plan.  It figured it would 

have to rename Junk Bonds in order 

to sell them.  They came up with 

High Yield Bonds, referring to the 

higher interest rate payable on the 

bonds due to their significant default 

risk rather than the risk itself.  People 

like Crain’s journalists reporting on 

the instability or financial woes of a 

bond issuers refer to these types of 

bonds as Junk, while nearly everyone 

else in the financial services industry 

has long ago adopted the term High 

Yield. 

 

Note:  WWM refers to the bonds as 

Junk Bonds as we do not want the 

risks associated with these 

investments to be downplayed.  

Portfolio Risk 

Other than the significantly higher 

risk of default, the main risk for 

investors is “using” Junk Bonds 

inappropriately.  Because stock 

values reflect the future expected 

earnings of a company, those 

values can fall rapidly.  Bonds are 

legal obligations to repay a debt, 

and they are typically much more 

stable and predictable.   

 

Accordingly, bonds are often used 

in a portfolio to reduce the risk of 

large losses.  An aggressive 

investor may own no bonds, while 

a conservative investor may own 

few stocks.  Target Date 

Retirement Funds become more 

conservative as an investor ages 

shifting an investor’s holdings 

from riskier stocks to less-risky 

bonds as investors age. 

However, in the current low 

interest environment, Junk Bonds 

are often referred to as High Yield 

Bonds and used in the bond 

portion of a portfolio with little 

regard to the downside risk.  Junk 

Bonds do not act like traditional 

bonds in a crisis.   



For example, here are returns of three asset classes in 2008: 

 

Traditional, High Quality Bonds  

Junk Bonds  

U.S. Market  

From these returns, two things are clear.  One, high quality bonds reduced 

losses significantly in 2008.  Two, Junk Bonds lost a significant amount of 

their value, acting more like stocks than traditional bonds in that year.   

 

Failing to recognize the downside risk of Junk Bonds can result in a nasty 

surprise from the bond portion of a portfolio.  Calling these bonds “Junk” 

reminds investors of their downside risk and allows them to assess their 

propriety.  We believe referring to them as “high yield” downplays their 

risk. 

Asset Class Name of Benchmark (Index)
Annual Total Return 

2008

Traditional, high quality U.S. Bonds Barclays US Agg Bond TR USD 5.24

Junk (High Yield) U.S. Corporate Bonds Barclays US Corporate High Yield TR USD -26.16

U.S. Stock Market S&P 500 TR USD -37.00


